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Hongkong Electric Holdings Limited
Rule 12¢3-2(b) Materials
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The following materials are enclosed pursuant to Rule 12g3-2(b)(1)(ii1)
under the Securities Exchange Act of 1934 (the "Exchange Act"), in connection with the

exemption from reporting under that Rule by Ho‘ngkong Electric Holdings Limited:

Press Announcement dated 10th August 2006 - Interim results for the half
year ended 30th June 2006

Pursuant to Rule 12g3-2(b)(4) and (5), the enclosed materials shall not be
deemed "filed" with the Commission or otherw‘ise subject to the liabilities of Section 18 of
the Exchange Act, and the furnishing of such materials shall not constitute an admission for

any purpose that Hongkong Electric Holdings Limited is subject to the Exchange Act.
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File No. 82-4086

A18 NOTICES

Friday, August 11, 2006 The Standard

CHAIRMAM'S STATEMENT
Half Yeéar Results

The Group's unaudited consoliduted net profit, after tax and Scheme
of Control transfers, for the first six months of 2006 was HK$2,479
million, an increase of 8.4% over the same period last year. The
. Hongkong Electric Company, Ltd; (HEC) earnings for the period were
HK$2,128 million (2003: HK$1.543 million). Earnings from the
Group's international operatiens for the six month period were HK$209
million compared with- HK#13 million for the same period in 2005.
The fower first half 2006 ‘nternational operations carnings reflected
the disposal of a 22.07.% ir.terest in the Australmn electricity businesses
in December 2005.

Interim Dividend

The Directors have today declared an interim dividend for 2006 of 58
cents (2005: 58 cents) per share, The dividend will be payable on
22nd September 2006, to shareholders whose names appeer in the
~Cempany's-Registe: of Members un Zlst-Scpember 2006 "
The chlsler of Members wnll b: clnsed from 14th September 2006 to
21lst September 2006 both days inclusive. To qualify for the interim
dividend, transfers should be lodged with the Registrars-by 4:00 p.m,
on 13th September 2006,

Hong Kong Operations

Growth in unit sales of electricity for the first six months of 2006 was
0.9%. Notwithstanding a stronger Hong Kong economy unit sates of
electricity were only marginally higher than that for the same period
last year. The iow sales growth was primarily due to wetier and cooler
weather and ta the effect of various energy saving initiatives. Maximum
demand in the first six months of the year was 2,434 MW compared
with 2,363 MW for the same period in 2005.

Qur continuing program 1o reduce emissions from the Lamma Power
Station progressed during the first half of 2006, contracts are expected

- to be awarded in September this year for the flue gas desulphurisation
retrofit work for Units 4 and 5. Laying of the 33km submarine gas
pipeline from Shenzhen to the Lamma Power Station extension has
been completed and the pipeline pressure tested. Civil and engineering
work for Unit § HEC's first 300 MW class gas fired combined cycle
unit has been completed and first firing of the gas turbine was
successfully achieved on 30th June 2006, The 800 kW wind turbine
on Lamma Island which has been in operation since the end of
September 2005 was officially comrissioned on 23rd February 2006.
In February, an education exhibit was opened on the site, which has
attracted significant public interest in renewable energy.

Additional transmission facilities work for the Lamma Pqwer Station
which were commenced in 2005 progressed with the laying of the 275
kV cables from Lamma [sland to Cyberport on Hong Kong Isiand
being completed and one of the circuits being energized.

World class supply reliability was maintained in the first half of 2006
with reliability at 99.999%, a level that has been consistently achieved
since {997, Of the 5,008 million kWh of electricity sold during the
period commercial sales made up 74.9%, domestic sales 21.1% and
industrial sales 4.0%. N "

[n March, HEC made a submission to the Hong Kong Government in
response to the stage I1 cgnsultation on the future development of the
electricity market in Hong Kong. Over 17,000 submissions were
received by the Government in the consultation. Although much of
the public discussion of Government's proposals for the slectrizity
market has focused on tariffs and reliability of supply, a paper prepared
by the Government summarizing the stage I consultation submissions
stated that there is a general consensus that reliability and safery of
supply is most importent and should be the key consideration in the
future development of the electricity market. Indeed, forecast power
shortages in Guangdong province, along. with recent blackouts in New
York city and Auckland, New Zealand and the vulnerable supply
situation’ in California are timely reminders for all of us of the centrat
importance of security and reliabitity of electricity supply in Hong
.Kong’gl‘pe recent heat waves in the United States and Europe threatened
ability'and rdnablhly of their respective power grids highlighting
the importance of € Esntinued investient in electricity mfrnslructur:.
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2006 INTERIM RESULTS

In Hong Kong, the exisiing scheme of control and the returns under
that scheme have ensured the investment rethred to achieve the high
degree of stability and reliability which is L:‘ken for granted in Hong
Kong but-not enjoyed in other parts of the world today. Although we
support in principle Government's stated poljey of providing safe and
reliable ejectricity at reasonable prices with minimal environmental
im_pacz. our submission communicated to Gulv:rnmenr many ¢oncerns
regarding the proposed arrangements including those in relation tothe
permitted rate of return, the duration of the r‘egulamry framewark and
changes to emission penalties, We will cantinue to discuss these
cancerns with Government with a view to achieving an outceme that
is both reasonable for our shareholders and also safeguards the vital
interests of consumers in continued sccurity and reliability of electricity

supply.
international Operations

During the first half of 2006, the Australign electricity businesses
recorded increased electricity consumption and customer growth
Northern Gas Networks in the U.K. operated satisfactorily and is on
track to meet its operntional and financiel targets. In Thailand
FAntion OF Ve RAChaburi 1400 MW gas (Tréd power siation
which we have a 25% interest commenced,| with completion of the
power station scheduled for 2008. Financing arrangements for the
power station were put in ptace eartier in the |year.

Qutlook

In Hong Kong we expect that the low growth in electricity sales
experienced in the first half of the year will continue into the second
half. In addition, high coal and ratural gas prices will continue to put
pressure on fuel costs. HEC's current electricity tariff is lower than it
ts entitled to charge under the current scheme of control. This is the
fourth year in succession that HEC has foregone permitted return in
order ta benefit its customers by charging lowler electricity tariffs than,
it is entitled to under the scheme of contral,

Qur international investments have performed well in the first hatf of
2006, bearing in mind the lower attributable interest in the Australian
electricity businesses. We will continue with our strategy of investing
outside Hong Kong so as to reduce our reliance on earnings from our
electricity operations in Hong Kong. [ would|like to thank the board,
management and staff for their hard work and dedication and our.
shareholders for their continued support.

Canning Fok Kin-ning
Cheirman .
Hong Kong, 10th August 2006 B -

FINANCIAL REVIE
Resources and Gearing

Capital Expenditure, Liquidity, Financial
Ratlo

Capital Expenditure during the period amounted to HKS$ 1,137 million,
which was .primarily funded by internal| sources and external
borrowings. As at 30th June 2006, total external borrowings. were
HK$12,042 million (31st December 2005: HK$10.6435 million),
comprising unsecured bank loans and debt securities in issue,

As at 30th June 2006, committed banking facilities available to the
Group were HK$7,100 million, of which HKS$5,129 million had been
drawn:, In addition, the Group had liquid funds of HK$4,957 million
(315t December 2005: HK$4,561 million). The gearing ratio (net debt/
shareholders’ funds) et 30th June 2006. was 17% (31st December 2005:
15%). .

Treasury Policies and Capital Structure
The Group finances its businesses by a combination of internal
resources, bank borrowings and debt issuance. Financing activities are
managed so as to ensure that committed facilities are available for

refinancing and business needs.

As at 30th June 2006, the profile of external |borrowings after taking
into account of currency and interest rate swaps was as follows;

[49)

71% was denominated in Hong Kong dollars and 29% in
Australian dollars;
(2) 79% was bank loans and 21% capital market instruments;

(Page 1)

(3) 3% was repayable within | year, §7% was repayable between 2
to 5 years and 10% was repayable beyond 5 years:
(4)  45% was in fixed rate or capped rate and S5% in floating rate.

Currency and intergst rate risks are managed in accordance with the
Group's treasury policy, Derivative financial instruments are used
primarily for managing interest rate and foreign currency risks. It is
the Group's policy.not to engage in speculative transections. Treusury
transactions are only executed with counterparties with acceptable
credit ratings to controi credit risk exposure. Foreign currency
transaction exposure is managed, utilising forward contracts and
interest rate and currency swaps. As at 30th June 2006, over 95% of
the Group’s fareign exchange exposure was either denominated in US
dollars or hedged into Hong Kong or US dollars. Currency exposure
arising from international investmenis is where considered appropriate
mitigated in part by financing those investments with borrowings in
the currency of the investment, [nterest rate risk is managed by securing
fixed rate borrowings or by using appropriate interest rate derivative
instruments. The coniractual notional amounts of derivative instruments
outstanding at 30th June 2006 amounted ro HK$5.824 million (3!1(

"TDECETRUET 2005 HK$10,21¢ million). S 2

Charges on Group Assets

As at 30th June 20086, the shares of an associate owned. by the Group
were pledged as part of the seeurity arrangement for project financing
facilities to that associate. The assets of the associate_at 30th June
2006 amounted (6 approximately HK$827 millien (3ist December
2005: HK$358 million).

Contingent Liabilities -

As at 30th June 2006, the Company has given puarantess and
indemnities in respect of bank and other borrowing facilities made
available to subsidiaries and in respect of financial commitments of
subsidiaries totalling HK$5.352 million (3!st December 2005:
HK$5,002 millien). Qut of this.amount, HK$5,023 million (31t

December 2005: HK$4,781 million), while being a contingent liabilily.:,

of the’ Compeny, is reflected in the Conschdai:d Balance Sheet of the

* Group,

As at 30th June 20‘06, a wholly-owned subsidiary of the Company,
The Hongkong Electric Company, Limited, has given guarantees to
third parties in réspect of the value of leased equipment of HK$210

. millior’ (31st December 2005: HK$210 million) at expiry of the lease.

~ Employees

m

EN

The Group continues its policy of .pay for performance and market
pay rates are monitorsd to ensure competitiveness is maintained, The

"'Group's tora) remuneration costs for the six months ended 30th June

2006, excluding directars’ emoluments, amounted v HK3437 million
(30th June 2005: HK$447 million). &s at 30th June 20086, the Group
employed 1,960 permanent staff (30th June 2005: 2,013). No share
option scheme is in operation.

Apart fiom well-established training schemes for university graduates.
trainee technicians and apprentices, the Group also provides training
for ploy in language, 3 knowiedge and technolagy
relevant to the Gréup s industry. As well there are job-related courses
to enhance the general skills and knowiedge of the Group's employees

OTHER INFORMATION

Purchése, Sale or Redemption of Shares’

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s issusd shares during the six months
ended 30th June 2006.

Code on Corporate Governance Practices

With the exception that non-executive directors are not appaointed for
a specific term, the Company has complied with the applicable code
provisions in the Code on Corporate Governance Practices set out iff
Appendix 14 of the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited throughout the six months
ended 30th June 2006. According to the Company's Articles of
Association, the non-executive directors are required Lo retire from
office by rotation and be subject to re-election once every three years.
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UNAUDITED CONSOLIDATED PROFIT AND LOSS ACCOUNT Natex:

For the six months ended Jﬂlh June 2006 L

2.
»1E rn(ngs,;:
‘}
" CONSOLIDATED BALANCE SHEET
At 30th June 2006

3
4.
s.

Review of Condensed laterim Financig) Statements

The condensed interim finuncial statements ure unaudiied, bt hsve been
raviewed by the Audit Committee.

Basis of Preparation

The condensed interim financial siztemenis bave been prepared in
of the Rules Governing the Listing
af Sscurities on The Stock Exchenge of Hang Kong Limited and Hong
Kong Accouniing Standard (“HKAS™) 34 “lnterim Financisl Reporting
issued by the Hong Kong Institute of Cerrified Public Accountants
{“HKICPA™.
The condensed inierim financial ststements have been prepared in
accordance with the sume accouniing pelicies adopted in the 2005 annual
financial stgtements, except fat the accounting policy changes (hal are
expected to be reflected in the 2006 anaual financial siatements, The
HKICPA has issued a number of new and revised Hong Kong Financial
Rezporting Standards and Hong Kong Accounting Stundards (“new
HKFRSs"} which sre effective or avuiluble foc esrly adoption for the
sccounting perlods beginning on or afier 15t January 2006, In 2006, the
Graup hes adopted the following new HKFRSs pertinent to itd operations,
The adoption of the new HKFRSs has no material effect on the Group’s
resulls ¥nd finunciul position for the current or prior.peciods.

()  Amendment to HKAS 21 The Effects of Changes in Foreign Exchange
Rutes — Net fnvestment i 8 Foreign Operation

(5)  Amendment to HKAS 39 Finuncial Instruments: Recdgnition and
Mensurement — Cash Flow Hedge Accounting of Forecust Intragroup
Transuctions

(&) Amendment (o HKAS 39 Financial Instruments: Recagnition und
Measurement — The Fair Value Option

(d)  Amendment 10 HKAS 39 Financial Instruments: Recdgnition snd
Measurement and HKFRS 4 Insurunce Contracts - Finuncial Guasrdntee
Contracts

(&) HKFRS Interpretation 4 — Determining Whether a0 Arrangement
Contains & Lease

(fy  Amendments, us u consequence of the Hong Kang|Compunies
iAmendmeal} Ordinence 2005, to HKAS | Presentation of Financial
Statements, HKAS 27 Consclidated and Separace Financia! Statements
and HKFRS 3 Business Combinations

The Group has not early adopted the following hew/frevised HKFRSs,
HKASs 2nd Inierpretations (het have been isxued but nol yei effective far
Ihe accounting period ending 3ist December 2008. The Graup i3 in the
process of making an &ssessment of the impact of these pewfrevised
HKFRSs, HKASs and Interprefations to the Group's results af operations
and financiat position in the period of initil spplication

Effective for
accuunting periods
beginning on or after
HK{IFRIC) Applying the Restatement 15t|Marct2006
Interpresation 7 Approach under HKAS
© 29 Financial Reporting

in Hyperinflutionary

Econamies
HK(IFRIC) Scope of HKFRS 2 14t Muy 2006
interpretation &
HK({IFRIC) Reassessment of Embedded It June 2006
Interpretation 9 Derivatives
Amendment to Presentation of Financisl {5t January 2007
HKAS t Statements: Capital
- Disclosures
HKFRS 7 Financial tnstruments: Ist Janvary 2007
Disclosure

Turnover and Segmental lnformation

The analyses of the principal activities and geographical locutions of (he
operutions of the Group during the financial period are ex follows:

JROS Tornever . .-Operating-profit- .- -
Six months ended Six months ended
30th June 30th June

2006 2008 2006 2003
HKS$ miltion HKS million HKS million HX$ million
Peinclpal setivities

Sales of electricity and
its related income 5,634 5318 3,281 2,998
19 23 4 5

Technical service fees
Unallocated and .
other items - —_ 16 -
5,653 5,363 3,361 3,001
[nterest income 317 459
Finance costs (181) (293)
Unsllocsted group expenses . (11) (19)
Cperating profit 3,496
Geographical Jocations of operations
' Turne

¢
Six months ended 30th June

200
HKS$ million HKS million

" Hong Kong 5,647 5,355
Rest of Asia 1nd other Jocations [ [
5,653 5.363

Profit Before Taxation

Six montha ended 30th June

2006 2005

HKS million HKS million

Profit before 1axtion is shown afier charging/(crediting):

Depreciation

Depreriatian charges for the period 1,008 599
Less. depreciation capitalised (87) (69)

941

Amortisation of leasehold land
Net profic on dispasal of fixed assets i)
Share of sssociates’ tunation 8

Income Tax
§ix months ended 30th ]une

2008 2005

HKS millien HKS$ milllon

resiaied

Current Tax

The Company and its subsidiaries
— Hong Kong saz 437

Deferred Tax

The Company snd its subsidiaries

— Hong Kong 29 103
— Overseas 1 -
Total 572 340

T Interim Dividend

(Page 2}

Hong Kong Profits Tax hus been provided for ut the rate of 17.5% (2005:
17.5%) based on the estimatcd assessable profits for the period. Overseas
laxstion hex been provided for at the applicable ratz on the extimated
wssessable. profit.

6. Scheme of Controi Transters
The Scheme of Control transfers are s mid yeat notignal trensfer, The

aciual Scheme of Control transfers can only be determined in accordance
with the Scheme of Control #t the year end,

After the balunce sheel date, the interim dividend declured by the Board of
Directors is as faliows:

Six munths ended 30th June
2005
HKS million  HKS miliion

Interim dividend of 58 cents per share B
(2003: S& cents per share) 1,238 1,238

8. Eornings Per Share

The calcutation of eurnings per share is based on the prafit atiributable to
equity shareholders of HK$2,479 milfion (2005: HK$2,287 millien) and
2.134,261,634 ordinary shares (2005: 2,134,261,654 acdinary shares) in
issue during the period.

9. Trade And Other Receivables

. 30th.June  31st December

2005

HKS mitlion HK3$ million

Derivative financial insiruments 14 a2
Debtory (see note befow) 1,440 1,058
1,454 1,050

Debtors' ugeing is analysed as follows;

Within | month 742 553
110 3 months overdue 26 R
Mare thun 3 months overdug but

less than 12 months overdue 10 10
Total trade debrors (see nare below) 778 593

Depasits. prepayments and ofher recelvables 662 . 483

Electricity bills issued to demestic, small industrial, commercisl and
miscellaneous cusiomers of electricity supplies sre due ¢pon presentation
whereas maximum demand customers are allowed a ¢redit period of 16
working days. If settlements by maximum demand cusiomers sre received
sfter e credit period, The Hongkang Electric Compeny, Limied is enfitled
(0 8ad u surcharge.of 5% (o the respective bills.

10. Cash and Cash Equivafents

J0th Jum 31st December
2006 20

¥

HKS$ million HKS million

Deposits with banks ang other
financial institutions 4,938 4,548
Cash 1 bank a0d on hand 19 12

4,957 4,561

11, Trade and Other Payables

30th June 33t Deczmb:r
2006 200

e B HKS million.  HKS mnlmn
Creditoss fsee nore below) 878 1,082
Current portion of deferred creditors - - 22
Derivative financial instruments 4

’ 879 1,088

Creditors’ ageing is analysed as follows:
Due within | month 181 3SR
Due after t manth but within 3 months 101 170
Due after 3 months but within 12 months 559 485
841 1013
Other paysbles 37 . 29
878 1,042

12, Comparative Figures

Certain comparative figures have been reclassified 1o confism with the
current period's presentation. In prior pelods, the Group's share of taxation
of associates accounted for using the equity method was included s part
of the Group's income (23 in the Consolldated Profit and Loss Account.
With effect from st Janusry 2005, In sccordance with the implementation
guidance in HKAS I, tbe Group hai changed the presentation and included
the share of taxation ef risocistes in the respective shares of profit or loss
reparted in the Consolidated Profit and Loss Account before arriving at the
Group's profit ot loss before tax. As o result of the changes in presentation,
sharc of taxation of associntes for the period ended 30th June 2003 amounted
to HK$119 million was regrouped from “Income Tas” (o “Share of Profits
Less Losses of Associates”. There was ao impact on the Group's earnings
for the six months ended 301 June 2005.

Board Composition

As at the date of this announcement, the Directors of the Company
are:

Executive Directors:

Mr. FOK Kin-ning, Canning (Chairman), Mr. TSO Kai-sum (Group
Managing Director), Mrs. CHOW WOO Mo-fong, Susan, (also alternate
to Mr. FOK Kin-ning, Canning and Mr. Frank John SIXT), Mr. Andrew
John HUNTER, Mr. KAM Hing-lam, Mr. LEE Lan-yee, Francis, Mr,
LI Tzar-kuei, Victor, Mr, Neil Douglas MCGEE, Mr. Frank John SIXT
and Mr. WAN Chi-zin,

Non-executive Directors:

Mr. Ronald Joseph ARCULLI, Mr. Gearge Colin MAGNUS and Mr.
YEE Lup-yuen, Ewan,

Independent Non-executive Directors:

Mr. Holger KLUGE, Mr, Ralph Raymond SHEA and Mr. WONG
Chung-hin.
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